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ican Development Bank, the World Bank and 114978
the Asian Development Bank--have made pro-

gress in implementing independent evaluation

systems. Evaluation reports provide Bank

member governments and the Congress valua-

ble insight into the effectiveness and results

of Bank operations and programs.

This status report highlights the evaluation
systems of the three Banks, their accomplish-
ments and the problems they face. Based on
the review and a comparison of the three Bank
systems, GAQO recommends that the Secretary
of the Treasury propose through the United
States representatives to the Banks a number
of actions to strengthen independence and
further improve effectiveness of evaluation
programs.
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON D.C. 20848

B-202247

To the President of the Senate and the
Speaker of the House of Representatives

This report discusses our recommendations for improving the
independent review and evaluation systems in the Inter-American
Development Bank, the World Bank, and the Asian Development Rank.
We made our review pursuant to Public Law 90-88, which amended
the Inter-American Development Bank Act, and Public Law 93-189,
which added Section 301(e) to the Foreign Assistance Act of 1961,
as amended.

We are sending copies of this report to the Secretary of the
Treasury and to appropriate congressional committees. To fulfill
the requirements of section 30l(e) that the report be sent to the
President, we are sending it, in his behalf, to the Director,
Office of Management and Budget.

~
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Acting Comptroller General
of the United States






COMPTROLLER GENERAL'S IMPROVING INDEPENDENT EVALUATION
REPORT TO THE CONGRESS SYSTEMS IN THE MULTILATERAL
DEVELOPMENT BANKS

Establishment of independent review and
evaluation systems in the multilateral
development banks to improve their perform-
ance has been supported by their governing
bodies and by member governments, including
the United States. Such systems are con-
sidered essential to ensure that contribu-
tions and borrowing of member countries

are handled effectively by the Banks--the
Inter-American Development Bank, the World
Bank, and the Asian Development Bank.

In the late 1960s and early 1970s, the
Congress amended the Inter-American Devel-
opment Bank Act and added Section 301(e)

to the Foreign Assistance Act of 1961 to
urge the establishment of independent
evaluation groups in the Banks. The Comp-
troller General was required by this legis-
lation to prepare a statement of suggested
auditing and reporting standards to assist
the Banks in formulating their independent
review and evaluation systems. These
standards also served as terms of reference
for United States representatives to the
Banks assisting in formulating such systems.
The legislation also required GAO to period-
ically review evaluation reports and related
information from the Banks and make appropriate
suggestiéns to the Congress and the Presi-
dent for improvements. }

Each Bank has established independent evaluation
systems consistent with standards suggested by
the Comptroller General, but as influenced by
their organizational structure, program coverage,
and reporting emphasis and the expressed inter-
ests and concerns of member governments. GAO
has issued a number of reports identifying the
progress made by each Bank in achieving inde-
pendent evaluations. The reports' suggested
improvements have been endorsed by the Depart-
ment of the Treasury, which has primary respon-
sibility for managing U.S. participation in the
Banks.
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In this review GAO again assesses the progress
made by each Bank and makes recommendations

for improving the effectiveness of each Bank's
evaluation system. GAO recommendations address
the need for the Banks to broaden their coverage
of evaluation programs, ensure that evaluation
staff are more independent of Bank management,
make recommendations based on report findings,
and strengthen followup procedures to secure
action on report recommendations.

INTER-AMERICAN DEVELOPMENT BANK

The Inter-American Development Bank has taken

a number of steps to improve its independent
review and evaluation program. Many of these
actions have been related to changes suggested
in GAO reports and others to initiatives of the
Bank. The commitment for improving the program
has continued since its reorganization under
one Director in 1979 and the adoption of new
staffing procedures providing more independence
from Bank management. Program results have
been limited, however. Only two evaluation
reports have been authorized and completed
since the reorganization.

Responsibility for the evaluation program has
been placed with the External Review and Eval-
uation Office which reports directly to the
Board of Executive Directors. However, it

was decided before the reorganization that
Bank management would assume responsibility
for independent assessments of Bank operations.
GAO found that management has not fulfilled
this responsibility due to

--staffing procedures and practices which are
not designed to achieve the independence
required for the external review and eval-
uation program and

--a policy of not distributing operations
evaluation reports to the Board of Executive
Directors. (See p..17.)

THE WORLD BANK

The World Bank has supported the development
and improvement of its independent evaluation
system. In a 1978 report, GAC recommended that
the Secretary of the Treasury direct the U.S.
Executive Director to suggest that the World
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Bank's evaluation system expand the scope of
program coverage, broaden staff background to
ensure more effective and objective evaluations,
include recommendations in project reports,

and develop procedures for systematic followup
and periodic reporting on actions taken on
evaluation findings and recommendations. The
Department of the Treasury welcomed the report's
emphasis on the need for the Bank's evaluation
system to provide spec1f1c recommendations for
improving the Bank's capacity and procedures
for applying the lessons learned from the
evaluation process.

The World Bank believes many of GAO's prior
recommendations are not appropriate for it
and has generally not adopted them. But

GAO believes this review supports and reval-
idates its past recommendations.

During the Bank's fiscal years 1978-1980,
over 300 individual projects were evaluated
and reported on and 17 special studies were
issued. Despite the scope of the program,
key activities including many on-going
projects have yet to be independently eval-
uvated. The Bank needs a system to period-
ically review all major activities and
operations in accordance with a specified
plan. (See p. 24.)

The independent evaluation program has adopted
a policy of internal recruitment and reassign-
ment of its staff. Members of the staff nor-
mally rotate back into Bank operating divi-
sions after completion of their assignment.
GAO thinks such procedures could compromise
their objectivity during evaluations. Bank
officials in charge of the program, however,
do not believe this practice compromises the
overall independence of the evaluation sys-
tem. GAO believes concerns about staff
independence and objectivity would be alle-
viated if more evaluation personnel were
recruited from outside the Bank. GAO also
believes that formal training of the staff

in audit and evaluation techniques would
improve the effectiveness of the evaluation
system. (See p. 26.)

The World Bank system for audits of individual

projects does not, as a policy, direct evalua-
tions toward the formulation of recommendations.
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GAO criticized thies practice in the 1978 report
and the Department of the Treasury agreed that
recommendations in project reports would help
improve the overall system. Both the Inter-
American Development Bank and the Asian Devel-
opment Bank include recommendations in their
evaluation reports of individual projects. In
GAO's view, evaluation reports without recommen=-
dations are not systematically useful to manage-
ment and do not provide an adequate basis for
assessing management's response to evaluations.
Recommendations in audit reports of individual
projects would help increase the effectiveness
of future Bank lending. (See p. 27.)

The Bank has made progress in implementing
systematic followup procedures for recommen-
dations made in operational policy reviews.
This progress was in response to a 1978 GAO

recommendation.

ASIAN DEVELOPMENT BANK

The Asian Development Bank has continued to
improve its independent evaluation system
through increased interaction with the Board
of Directors, proposals to broaden the scope
of the program, and increased attention to
procedures for followup on report recommenda-
tions. In addition, the staffing of the pro-
gram has increased, contributing to better
program coverage.

The program still emphasizes project evalua-
tions, but has proposed assessments of
selected operations and loan sectors. It
also relies more on management's project
completion reports as the basic element for
project reviews. The Bank staff has not been
able to prepare completion reports for all
projects, and only one-third of all eligible
projects has been independently evaluated.
Although broader program coverage has been
proposed, GAO believes steps should be taken
to ensure. a more comprehensive mixture of
operation, sector and project reviews.

(See p. 36.)

Steps have been taken to report on the status
of evaluation recommendations and suggestions
have been made for more systematic implementa-
tion of recommendations. More systematic
participation of management in the followup
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on report recommendations has been suggested

by the Bank Board of Directors and GAO agrees
with these suggestions. Changes in the post
evaluation program are planned, including
revisions in criteria for selecting projects
for review, limited use of outside consultants
in studies, revisions in reporting requirements
for project evaluation missions, and a concord-
ance of reports as a cross index and reference
source for report findings and recommendations.

RECOMMENDATIONS

GAO recommends that the Secretary of the
Treasury instruct U.S. representatives
to the Banks to support the following
improvements

--The Inter-American Development Bank external
review and evaluation program should include
evaluations of selected project results.

In addition, management should revise its
policy for distributing operations evalua-
tion reports to provide the Board of Exec-
utive Directors unlimited access to the
reports.

--The World Bank should emphasize, as a matter
of policy, recommendations in evaluation
reports as the culmination of reviews and
as the focal point for improving its follow-
up system. In addition, it should ensure
more effective and independent evaluations
by systematic review of all major activities
and functions and by establishing a staffing
program which seeks additional personnel
from outside the Bank and provides formal
audit training.

--The Asian Development Bank should take addi-
tional steps to ensure that program coverage
is more representative of Bank activities.
Consideration should be given to reviewing
projects for which management has not pre-
pared project completion reports. In addi-
tion, the role of management in the report
recommendation followup system should be
strengthened to assure systematic responses
to recommendations. (See pp. 18, 31, and 42.)

In view of the fact that this is a followup
to prior GAO reports with which the Depart-
ment of the Treasury generally agreed, GAO
did not obtain official agency comments oOn
this report.
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CHAPTER 1

INTRODUCTION

The establishment of effective independent review and
evaluation systems in the multilateral development banks is
essential for ensuring the governing bodies and member gov-
ernments that (1) basic objectives and criteria for Bank
support of development projects are being met, (2} strengths
and weaknesses of completed and ongoing projects are con-
sidered--when and where appropriate--in other projects, and
(3) donor and member countries' contributions and borrowings
are applied in an effective manner.

In 1967, the Chairman of the Inter-American Affairs Sub-
committee of the House Committee on Foreign Affairs requested
us to review the Social Progress Trust Fund as then administered
by the Inter-American Development Bank (IDB). This request was
based upon a study mission to Central and South America which
found weaknesses in certain programs and projects. Funds of
the Social Progress Trust Fund were wholly U.S. funds and admin-
istered by IDB under agreement with the United States. Because
we did not have the legal authority to audit Bank records rela-
tive to this fund, the Subcommittee Chairman after discussions
with Treasury officials and representatives of our Office pro-
posed amending IDB legislation to provide for the creation of
an independent review and evaluation system in the Bank.

" The Congress amended the Inter-American Development Bank
Act in 1967 by Public Law 90-88 and, among other things, directed

--the Secretary of the Treasury to instruct the
U.S. Executive Director to propose a continuing
program of selective, independent, and comprehen-
sive audits of the Bank, in accordance with such
terms of reference as the Board of Executive
Directors may prescribe;

--the Comptroller General to submit auditing and
reporting standards to the Secretary of the
Treasury for the U.S. Executive Director's use
in helping to formulate the terms of reference:;
and

--the Comptroller General to review audit reports
and findings periodically and to report to the
Secretary of the Treasury and the Congress sug-
gestions for improving the scope of audits and
the auditing and reporting standards.

We were also instrumental in assisting the Congress in add-

ing section 301(e) to the Foreign Assistance Act of 1961, which
adopted similar provisions for independent evaluation systems in
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the World Bank and the Asian Development Bank (ADB). Section
301(e) of the Foreign Assistance Act requires the President,
acting through the U.S. representative to each Bank, to pro-
pose and actively seek establishment of an independent review
and evaluation system in each Bank. Similar to Public Law
90-88, the act also directed the Comptroller General to

--prepare auditing and reporting standards to
assist in formulating the terms of reference
for review and evaluation groups,

--periodically review audit reports and related
information, and

~--report to the Congress and the President sug-
gestions for improvements in the Bank systems.

In 1968, the Comptroller General submitted auditing and
reporting standards which formed the basis for the standards
governing the establishment and operation of the IDB audit
program. Shortly after the Foreign Assistance Act was amended
in 1973, the Comptroller General also submitted auditing and
reporting standards for the World Bank and ADB which formed
the basis for establishing independent review and evaluation
systems in the two Banks.

COMPTROLLER GENERAL'S STATEMENT
OF AUDITING AND REPORTING STANDARDS

The auditing and reporting standards suggested by the Comp-
troller General related to management auditing and reporting
and were beyond the scope and standards applicable to the ex-
pression of opinion by an independent public accountant on the
financial statements of the Banks. The Comptroller General's
standards defined the major objectives of audits in the Banks
as

--evaluating the conduct of Bank activities and
programs, as they bear on the effectiveness of
implementation and administration of loans and
technical assistance activities and

--including recommendations concerning matters
in which programs and activities can be improved,
bearing in mind the international character of
the institutions and their roles in financing
development efforts.

In addition to these basic objectives, the Comptroller
General's standards suggest that a primary consideration in
establishing an effective review and evaluation system in the
Banks is to ensure organizational independence from management.
This concept of independence gives priority to informing
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governing bodies and member governmehts of Bank activities and
includes

--making evaluation reports available to all Gov-
ernors and Executive Directors and

--requiring objective consideration of facts and
unbiased judgments in performing evaluations and
formulating conclusions.

OUR MOST RECENT REPORTS ON THE
EFFECTIVENESS OF BANK EVALUATION SYSTEMS

Public Laws 90-88 and 93-189 require the Comptroller General
to periodically report to the Congress, the President, and the
Secretary of the Treasury appropriate suggestions concerning the
scope of auditing and reporting standards adopted by the Banks.

We have issued a number of reports addressing the efforts of each
Bank in establishing independent and effective evaluation systems.
(See app. I.) The most recent reports were in 1978 which noted,
among other things, that:

~--IDB effectiveness in evaluations had improved steadily.

Evaluation reports had contained many recommendations for
improving Bank activities and most of the recommendations
had been adopted by the Board of Executive Directors. At
the time of our 1978 report, IDB was considering a major
reorganization of the evaluation system. Because of our
concerns that any reorganization should maintain the
independence of the system, we recommended that the Sec-
retary of the Treasury and the National Advisory Council
on International Monetary and Financial Policies develop
and support a U.S. position maintaining such independence.

--The World Bank had made considerable progress toward devel-
oping an independent evaluation system. At that time,
opportunities existed for strengthening the effectiveness
of the system and we made several recommendations to bring
the World Bank system more in line with our suggested
standards. We urged development of a time-phased plan for
systematic review of all World Bank activities and estab-
lishment of a standard requiring that reports contain rec-
ommendations when appropriate.

--ADB had made some progress in improving its review and
evaluation of projects, but the then-expanding volume of
Bank lending made more independent and wider-range eval-
uations necessary. At that time, a pending reorganization
provided an opportunity to bring the Bank's organization
and procedures in line with the standards of the Comp-
troller General. We recommended that the Secretary of
the Treasury suggest that the Bank recognize the prin-
ciple of review and evaluation by an independent group,
which, over time, would perform selective reviews of all
its important programs and activities.
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The Department of the Treasury agreed with the basic thrust
of our reports and concurred with our conclusions and recommenda-
tions. Treasury responses to specific recommendations in our
1978 reports are included in appropriate sections of this report
along with detailed discussions concerning Bank actions related
to our suggestions for improvement. This review updates our
previous reports and assesses progress made by the Banks in es-
tablishing independent and more effective evaluation systems.

ORGANIZATION OF THE MULTILATERAL BANKS

Organization of the multilateral banks is structured to rep-
resent the interests of member governments and to accomplish
respective Charter objectives. The following briefly describes

the organizational structure of each Bank.

Inter-American Development Bank

IDB was established in 1959 to help accelerate the process.
of economic and social development of its member countries in
Latin America. According to the 1979 annual report of the Bank,
member countries included 26 regional members of the Western
Hemisphere and 15 non-regional members from Europe, Asia, and
the Middle East. By the end of 1979, the cumulative lending of
IDB had reached nearly $16 billion. U.S. membership in IDB was
authorized in 1959 by the Inter-American Development Bank Act.

The IDB Board of Governors and their alternates are appoint-
ed by the member governments. With certain exceptions, the Gov-
ernors have delegated powers to the Board of Executive Directors,
which is comprised of 12 members and responsible for conducting
Bank operations. The External Review and Evaluation Office is
responsible for independent evaluations as envisioned by Public
Law 90-88 and reports directly to the Board of Executive Direc-
tors.

The Secretary of the Treasury has the primary responsibility
for managing U.S. participation in IDB. The Secretary also serves
as the U.S. Governor on the Board of Governors and instructs the
U.S. Executive Director on U.S. positions concerning the Bank.

The Secretary is assisted in these responsibilities by the Na-
tional Advisory Council on International Monetary and Financial
Policies and the Working Group on Multilateral Assistance.
According to the 1979 IDB Annual Report, the voting power of the
U.S. Executive Director to the Bank represented about 35 percent
of the total.

The World Bank Group

The World Bank Group consists of the following organizations:

--The International Bank for Reconstruction and Dev-
elopment, which was created in 1945 and currently
contributes to the economic development of member
countries throughout the world.
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--The International Finance Corporation (IFC), which
was created in 1956 to encourage private investment
in developing member countries by granting loans
to qualified private interests unable to obtain
the government guarantees required for Bank loans.

--The International Development Association (IDA),
which was created in 1960 to make concessional
loans to developing countries suffering from
poverty, lacking creditworthiness for conventional
loans, and making acceptable efforts to improve
their economic performance.

In fiscal year 1980 (July 1 to June 30), the Bank Group
made lending and investment commitments of $12.16 billion.
Membership totaled 135 countries in the Bank, 113 in IFC, and
121 in IDA. The United States 1/ is the major financial con-
tributor to the Bank and consequently has the largest voting
power of any single country. The Board of Governors has over-
all responsibility for Bank operations and activities. The
Secretary of the Treasury is the U.S. Governor, and the Deputy
Under Secretary of State for Economic Affairs is the alternate.
The Board of Governors has delegated most of its authority to
the Executive Directors. The Bank President, who is Chairman
of the Executive Directors, conducts the Bank's day-to-day busi-
ness. Responsibilities for independent evaluation of Bank oper-
ations have been placed in the Operations Evaluation Department
which reports to the Executive Directors.

Asian Development Bank

The Asian Development Bank was established in Manila by
international agreement in December 1965. ADB's purpose is to
foster growth and cooperation in Asia and the Far East and to
contribute to the acceleration of the process of economic
development of its developing member countries. ADB cumulative
lending totaled over $6.6 billion in the period 1967-1979. As
of April 1979 there were 43 members--29 regional and 14 non-
regional. The Asian Development Bank Act authorized membership
of the United States in 1966.

The organizational structure of ADB consists of a Board of

Governors, a Board of Directors, a President, two Vice-Presidents,
and other officers and staff. The responsibility for general pol-
icy direction of Bank operations rests with the Board of Directors

and this includes making decisions concerning loans, guarantees,

1/U.S. membership in the World Bank Group is authorized by the
Bretton Woods Agreement Act of 1945, the International Finance

Corporation Act of 1955, and the International Development Asso-

ciation Act of 1960.



and other investments by the Bank. The Post Evaluation Office
is responsible for carrying out independent post-evaluations

of ADB operational activities. This Office reports directly

to the Bank President who is Chairman of the Board of Directors.

The U.S. Director is the focal point through which the United
States exercises its role. The Director receives his instructions
from the Secretary of the Treasury, who has primary responsibility
for managing U.S. interests with the assistance and advice of the
National Advisory Council on International Monetary and Financial
Policies and the Working Group on Multilateral Assistance. United
States voting power in ADB represented about 10 percent of the
total as of December 1979.

OBJECTIVES, SCOPE, AND METHODOLOGY

Consistent with our reporting responsibilities under Public
Laws 90-88 and 93-189, we assessed the current status of each
Bank's efforts to improve the effectiveness of their independent
review and evaluation systems. The Bank systems were assessed
in relation to the suggested auditing and reporting standards
of the Comptroller General and conclusions and recommendations
of our past reports concerning opportunities for improvements.
Our recommendations for improvements based on this review are
intended to further strengthen evaluation systems which have
demonstrated a capability to improve Bank lending programs.

Because the multilateral Banks are outside our audit author-
ity, the scope of our review was somewhat limited. Other than
their evaluation reports, we had only limited access to Bank doc-
uments concerning operations. Our access was more limited at IDB
since Bank management has assumed responsibility for operations
evaluations and restricts access of member governments to its re-
ports. However, with the assistance of the respective U.S. Exec-
utive Directors, we received exceptional cooperation from Bank
officials and received access to many documents concerning imple-
mentation and use of evaluations in the Banks. In addition, we
had access to activity reports for the evaluation liaison com-
mittee recently established in IDB and minutes of the Joint Audit
Committees of the World Bank and ADB. We were also provided ac-
cess to the Banks' organizational and operations manuals pertain-
ing to the evaluation function.

We reviewed numerous Bank evaluation reports dealing with
individual project results as well as multiproject and special
sectoral analyses. Our review of the IDB evaluation reports in-
cluded the recently completed study of the Bank management's
operations evaluation function. This study was initiated based
on questions raised during meetings of the Board of Executive
Directors concerning the effectiveness of management's evaluation
of Bank projects. We also held discussions with the U.S. Execu-
tive Directors to the Banks and key Bank officials including the



IDB Director of the External Review and Evaluation Office and
the Controller; the World Bank Director-General of Operations
Evaluation, the Director of the Operations Evaluation Department,
the Vice President of Projects Staff and selected regional depart-
ment directors; and the ADB President, both Vice Presidents and
the Chief of the Post-Evaluation Office. These discussions ad-
dressed (1) the scope of evaluation programs, (2) the contents
and use of Bank evaluation reports in relation to the Comptrol-
ler General's standards, and (3) potential areas for improvement
in the Bank systems. In view of the fact that this is a follow-
up to our prior reports with which the Department of the Treas-
ury generally agreed, we did not obtain official agency comments
on this report.



CHAPTER 2

INDEPENDENCE OF INTER-AMERICAN

DEVELOPMENT BANK EVALUATIONS MAY BE

REDUCED BY ORGANIZATIONAL STRUCTURE

The Inter-American Development Bank has taken a number of
steps to conduct more independent and effective evaluations of
its activities. Many of these actions have been related to ob-
servations and suggestions in our 1978 report. Others have
been at the initiative of the Bank to create a more conducive
organizational structure for evaluations. We are concerned,
however, that the Board of Executive Directors is not being
fully and independently informed of individual project results.
This situation has evolved historically through a number of or-
ganizational changes resulting in two separate and distinct
offices being responsible for evaluation functions in the Bank.

The External Review and Evaluation Office, which is the
independent evaluation system envisioned by the Congress, has
not structured its program to include selective evaluations of
the results and impact of individual projects. Operations eval-
uations of this nature are performed by Bank management within
the Office of the Controller and have a stated objective of pro-
viding member countries an independent assessment of project re-
sults. This objective, however, has not been achieved due to
(1) the inherent role of management in the system which reduces
the independence of evaluations and (2) the management policy of
not distributing individual project evaluation reports to the
Board of Executive Directors. We believe the purpose of indepen-
dent evaluations could be better achieved if the External Review
and Evaluation Office performs selected project evaluations and
the Board of Executive Directors has unlimited access to opera-
tions evaluation reports by management. Unlimited distribution
of operations evaluation reports would also enable us to better
fulfill our reporting requirements under Public Law 90-88.

Our position on the scope of the external review and evalu-
ation program remains basically the same as in our prior reports.
In a 1974 report, l/ we recommended that the Secretary of the
Treasury urge that the independent evaluation program place
greater emphasis on evaluating and reporting how well the eco-
nomic and social objectives of Bank programs are being met.

The Bank decided to establish an impact evaluation office under
its internal Controller, which was later absorbed by an Opera-
tions Evaluation Office within the Office of the Controller.

1/"Effectiveness of Independent and Comprehensive Audits of the
Inter-American Development Bank, " (Nov. 26, 1974, B-146937).



Our position was supported by the Department of the Treasury
in its comments on our 1974 report. Treasury agreed that the
independent review and evaluation program should do that amount
of quantifiable economic and social analysis which is necessary
for it to meet its stated responsibilities. Treasury preferred to
have management retain the basic responsibility for project eval-
uation. We continue to believe that the External Review and Eval-
uation Office should meet its responsibilities to the Board by
independently evaluating selected Bank projects.

ESTABLISHMENT QOF INDEPENDENT
REVIEW AND EVALUATION PROGRAM

In October 19268, the Board of Executive Directors estab-
lished the independent review and evaluation program. At the
time of our 1978 report, the program was directed by a Group of
Controllers consisting of three principal members, one from the
United States and two from other member countries, who were under
the guidance of and responsible to the Board. Since then, IDB
has reorganized placing responsibility for the program with one
Director from the Federal Republic of Germany. The External
Review and Evaluation Office implements the programs of indepen-
dent assessments and reports directly to the Board of Executive
Directors.

The stated functions of the External Review and Evaluation
Office include examining selected areas of significant Bank
activities; conducting analytical studies, reviews, evaluations
and appraisals of Bank policies, systems, procedures and opera-
tions; and submitting independent reports to the Board contain-
ing findings, conclusions, and recommendations for appropriate
action. The reports issued have generally addressed sectors of
Bank lending programs and broad policy issues. The following
evaluation reports were completed in the time period January 1979 -
December 1980.

1. 1IDB Programs for Institution Strengthening
(authorized in 1977 work program of Group of
Controllers).

2. IDB Headquarters/Field Office Relationships
(authorized in 1977 work program of Group of
Controllers).

3. Rural Electrification and Energy (authorized
in 1978 work program of Group of Controllers).

4. Banking Lending to Animal Health Subsector
' (authorized in 1978 work program of Group of
Controllers).

5. Selected Loan Processing Problems (authorized
August 1979 by special action of the Board).
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6. 1IDB Operations Evaluation System.

Evaluations planned or underway at the time of our review
included management and use of Bank information systems and the
Auditor General function within the Bank. The review of the
-Auditor General function is expected to complement the recently
completed study of operations evaluations, which is discussed
in detail later in this chapter. The IDB Auditor General's
Office performs normal auditing functions as well as conducting
routine and special management reviews of Bank operating divi-
sions and field offices, including management reviews of on-
going projects.

A Committee on Review and Evaluation of the Board of Execu-
tive Directors has been established for liaison between the Board
and the External Review and Evaluation Office. This Committee is
composed of six Executive Directors and meets at least monthly
with representatives of the External Review and Evaluation Office
to discuss issues of interest. The Director of the Office pre-
pares monthly reports for the Board concerning Committee activi-

ties.

IDB ACTIONS SINCE 1978 TO
STRENGTHEN INDEPENDENCE OF THE
EXTERNAL REVIEW AND EVALUATION OFFICE

Our 1978 report contained specific observations, conclu-
sions, and recommendations for (1) strengthening the independence
of IDB evaluations and (2) improving evaluation report quality.

We recommended

—--development and support of a U.S. position sus-
taining independence of the evaluation function
in the Bank and

--improvement in evaluation report clarity and
conciseness.

Independence of the External
Review and Evaluation Office

Our 1978 recommendation that the United States support and
sustain independence of IDB evaluations was based on a pending
reorganization of the then-existing Group of Controllers. The
Department of the Treasury concurred with our recommendation
noting that an examination of the structure of the IDB review
and evaluation system had been undertaken at the time of our
work. The Group of Controllers was replaced in 1979 by a single
Director in charge of the External Review and Evaluation Office.

The Alternate to the U.S. Executive Director to IDB advised
us that, in his opinion, placing external review and evaluations
under one Director instead of three Controllers has maintained
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independence of the program and created a structure which should
improve effectiveness. Based on our review of the operating
procedures for the External Review and Evaluation Office and the
two reports initiated and completed since reorganization of

the program, we agree with this opinion regarding independence.
However, due to the issuance of only two reports iniated since
the reorganization, we are reserving judgment on overall program
effectiveness. The proposed 1981 work plan for the program
noted the need for continuing efforts to improve effective-

ness through a more adequate timing of studies.

Bank officials responsible for the external review and
evaluation program believe the reorganization has been a
positive step toward improving evaluations of Bank activities.
They said that the previous Group of Controllers were viewed
by many in the Bank as ineffective due to their conflicting
viewpoints and opinions which affected their ability to make
effective and timely decisions. They also believed an atmos-
phere for a more effective program has been established since
reorganization due to a closer working relationship with the
Board of Executive Directors.

At the time of our 1978 report, there were guestions con-
cerning the adequacy of support provided the then-existing
Group of Controllers by the Board of Executive Directors.

Bank officials believed that since reorganization, the relation-
ship between the Board and the External Review and Evaluation
Office has improved and been readily apparent in meetings
addressing evaluation report recommendations and comments by
management. It was noted in the 1981 proposed program work
plan that the relevance of reviews and evaluations performed
depends greatly on the expectations which Board members attach
to them. The proposed work plan also noted that, in the past,
there was perhaps not a very clear realization by the Board of
the usefulness which independent reviews and evaluations had
for borrowing, as well as for nonborrowing members. Such a
realization has been growing and we believe is necessary to
fully achieve the purposes intended for the program.

Bank officials said that in the past there had been some
apprehension by borrowing members of the Board concerning the
role of the Group of Controllers since one of the Controllers
was an American. They believed that American interests in
sustaining independent and effective evaluations in IDB are
being served by having a European as Director of the system--
in that European donor interests in the Bank are essentially
the same as those of the United States.

At the time of our 1978 report, we did not consider it
essential that an American be directly involved in independent
reviews and evaluations, even though the United States was the
major contributor to Bank funds. We did not state nor do we
believe that an American should be precluded from serving as
Director of the External Review and Evaluation Office.
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Staffing procedures have increased independence

Hiring and staffing procedures for the external review
and evaluation program have been designed to maintain and
strengthen independence, but at the same time have contributed
to difficulties in hiring new staff which in turn has affected
program workload. Bank regulations provide that:

-~Staff members shall be employed for a term of
not longer than the remaining contractual term
of the Office Director; however, the contract
of a professional staff member may be renewed
by a successor Director.

--A professional staff member shall not be eli-
gible, upon termination of his contract, for
regular Bank staff employment for a period of
1l year.

--The Director shall have a term of 3 years,
which may be extended for up to 2 additional
years if the Board of Executive Directors so
decides.

--The Director of the Office shall not, at the
time of his nomination, be a staff member of
the Bank, or have any interest in any operation
financed by the Bank.

These regulations clearly create a personnel staffing sys-
tem with independence in mind. However, the regulations also
delayed the hiring of new staff and in turn reduced the number
of evaluations completed. After the three members of the Group
of Controllers were replaced by one Director in 1979, the Ex-
ternal Review and Evaluation Office functioned with the lowest
number of professional staff since 1971 and only became fully
staffed in March 1980. Only two evaluations have been initiated
and completed by the Office since reorganization, due primarily
to inadequate staffing levels. Now that there is a full staff,
we expect more evaluations to be undertaken and completed and
believe that, under the above criteria, staff independence will
continue to be achieved.

Improvements in report clarity and conciseness

We concluded in our 1978 review that evaluation reports
could be further improved through a more direct style of writing,
since they seemed to be wordy and excessively detailed. The
need to translate from one language to another and to reconcile
the styles of the then-existing three Controllers appeared to
further aggravate report-writing problems. We recommended that
the Secretary of the Treasury have the U.S. Executive Director
suggest that efforts be made to improve report clarity and
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conciseness. We also noted that delays were encountered in com-
pleting evaluations which reduced the timeliness of flndlngs and
recommendations.

In presenting to the Board of Executive Directors the ex-
ternal review and evaluation work program for 1979 and 1980,
the Director of the program noted that the follow1ng areas
deserved attention for improvements:

--The format 'of evaluation reports should be im-
proved by stating more clearly the conclusions
of the studies and focusing on more concrete
suggestions for action. This implied that the
size of reports, and particularly the detailed
discussion of technical aspects, could be reduced.

--Reports should be written in a much more action-
and future-oriented style with less emphasis
on detailed reporting of Bank experience, partic-
ularly in sector studies.

--The timing of studies must be improved. For
example, the practice of having sector and other
studies taking more than 2 years to complete
must be avoided.

Our review of the recently completed study of the Bank
operations evaluation function shows that steps to improve
report format and style have been taken by preparing an abbre-
viated summary of evaluation conclusions and recommendations.
This summary has been presented to the Board of Directors
along with detailed attachments for consideration by individual
Board members if desired.

OPERATIONS EVALUATIONS BY MANAGEMENT

Responsibilities for operations evaluations were placed
with the Bank Controller in 1977. The operations evaluation
function has a number of stated purposes, including (1) announc-
ing to the Bank the results of operations evaluations conducted
and the experience acquired and (2) making periodic, systematic
and selective reviews of ongoing loan and technical assistance
operations to identify problems and prepare appropriate observa-
tions and recommendations. The IDB Operations Policy Manual
states that a key objective of ex-post evaluations (evaluations
of completed projects) is to furnish an independent assessment
of project results to the member countries which provide the
resources and to those which borrow them. IDB has adopted a
philosophy that ex-post evaluations should be the result of a
collaborative effort of all departments and other management
units of the Bank.
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The role of management in the process typically includes
the discussion of project report conclusions and recommendations
in interdepartmental staff meetings as to their feasibility and
practicality. After this process, senior management provides
the direction for action to be taken and implementation is mon-
‘itored by the Bank Controller. However, the individual evaluation
reports are not distributed to the Board of Executive Directors
for their consideration. We believe the role of management in
the process and the limited report distribution policy have re-
sulted in a situation where the objective of independent assess-
ments of IDB operations is not being met.

Staffing procedures for the management operations evalua-
tion function are also not designed to achieve the degree of
independence prescribed for the external review and evaluation
program. Professional staff of the Operations Evaluation Office
are subject to the same hiring procedures and requirements as
other Bank management, contributing to a majority of the staff
having been hired from within the operating divisions of the
Bank.

Reports on operations

Bank officials described the operations evaluation function
of management as three systems: (1) Field Office Project Com-
pletion Reports, (2) selected ex-post project evaluations within
the Controller's Office, and (3) borrower ex-post evaluation re-
ports. Field office reports and ex-post evaluations by the Con-
troller have been used as management information tools for a
number of years. The policy to encourage borrower ex-post
evaluations was made in 1978. Since systematic borrower evalua-
tions represent a relatively new policy, implementation has so
far been devoted to the development of a data base for selected
project analysis. No borrower reports have been prepared, but
Bank officials believe the policy will lead to successful ex-
post evaluations by borrowing members in the future.

Field office reports are considered the most basic element
in the total operations evaluation system and are required for
all projects within 6 months after the last loan disbursement.
These reports are viewed as operations summaries, not evalua-
tions, and they concentrate on the physical, financial and
institutional aspects of completed projects. Recommendations
for improvements are not included in the reports and distribu-
tion generally is limited to the Operations Department and the
Office of the Controller.

Within the Controller's Office, loan and technical assist-
ance projects are selected for ex-post evaluation based on
information in the field office reports and a policy that evalu-
ations conducted be representative of Bank interests. These

evaluation reports contain detailed discussions of project
results, conclusions and recommendations but, as already noted,
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are not distributed to the Board of Executive Directors. It

is management poli¢y that copies of individual project evalua-
tion reports are provided to the Operations Department, other
departments as appropriate, and sometimes to the executing agen-
cy in the borrowing-member country. Copies are also provided

to the External Review and Evaluation Office which indirectly
provides the six members of the Board's Review and Evaluation
Liaison Committee access to the evaluation reports. This access
is physically limited to the External Review and Evaluation
Office and copies may not be removed.

Since the beginning of 1979, 16 ex-post operations evalua-
tion reports have been completed by Bank management. These re-
ports included two sectoral summaries of water and sewage
projects and road loans, and individual project evaluations in
a number of development sectors including potable water supply.
rural roads and rural electrification. Individual project eval-
uations were conducted for Bank-financed projects in Mexico,
Chile, Ecuador, Panama, Colombia, Brazil, Argentina, Paraguay,
Costa Rica and Guatemala.

The number and scope of operations evaluations have grown
significantly since 1977 and a number of questions have been
raised by the Board of Executive Directors concerning their use
and value to Bank management. These questions were serious
enough to warrant a major study by the External Review and Eval-
uation Office of management's operations evaluation function.
This study was completed and forwarded to the Board in December
1980 and contained major recommendations for improving the ef-
fectiveness of operations evaluations and making them, to the
extent possible, under the current organizational structure,
more independent and responsive to the Board.

STUDY OF THE OPERATIONS
EVALUATION FUNCTION

As authorized by the Board of Executive Directors, the Ex-
ternal Review and Evaluation Office recently studied management's
operations evaluation function in ‘the Bank. This study was in
response to a number of questions raised during Board meetings
concerning the nature and use of the function in relation to
other evaluation activities in the Bank. 1In addition to the mat-
ters of effectiveness, one of the issues considered in the course
of the study concerned the independence of the operations evalua-

tions conducted by management.

External Review and Evaluation officials said that the study
shows managenient's evaluation system is not independent and that
there is a need for (1) greater access of the Board to informa-
tion concerning project results and (2) improvements in the ef-
fectiveness of management staff in the system. They viewed study
recommendations as only an initial step toward assuring more inde-
pendence and effectiveness in project evaluations, within the

15



currently approved organizational structure providing dual evalu-
ation functions. Bank management supported the study recommenda~-
tions, but added the caveat that implementation will be phased in
over time, as possible. Management believed that staffing limit-
ations and their desire to maintain the operations evaluation
system as it is would reduce their capability to implement the
recommendations within any specific time period.

The External Review and Evaluation Office recommended that
in order for the Board to be kept informed of the status and
results of operations evaluations, the Board should require that

--management present to the Board an annual report
on the state of the system during the previous
year, including summaries of (1) evaluation reports
completed, (2) the extent to which the reviewed
projects had achieved their planned results,
and (3) significant actions taken by the Bank
as a result of these studies and

--the Director of the External Review and Evaluation
Office comment on management's annual reports,
and the Office within future Board-approved work
programs, again make independent appraisals of
the Bank's operations evaluation system.

In our opinion, an annual report of the type envisioned in
the first recommendation would not be sufficient for indepen-
dently informing the Board of project results. The Board has
already been provided copies of the two management sector sum-
maries of individual project evaluations. However, Bank offi-
cials agreed with us that these summaries do not contain all
recommendations for specific projects and are written in a style
which makes it difficult, if not impossible, to identify pre-
cisely what has happened in individual projects. It is impor-
tant to note that the two sector summaries which have been
provided to the Board of Executive Directors did not identify
the countries in which the projects had been implemented. We
believe sector summaries of this nature do not provide member
governments through the Executive Directors an independent
assessment of project results.

The recommendation to make further appraisals of the Bank's
operations evaluation system implies that the system is not inde-
pendent. We believe that periodic assessment of the operations
evaluation function will not fully ensure independence. Con-
sistent with suggested Comptroller General standards, we believe
independence can be better ensured by direct involvement of the
External Review and Evaluation Office in selected evaluations
of Bank projects. This involvement would be consistent with
Bank regulations established for the independent review and
evaluation program which state that particular attention should
be given to determining whether Bank operations accomplish
their intended objectives.
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Limited access of Board to
operations evaluation reports

Although the Board of Executive Directors has the basic
responsibility for conduct of Bank operations, project evalu-
ation reports are not distributed to them. We were permitted
to review two project evaluation reports of management which,
in our opinion, were well-documented studies containing several
recommendations for improvements in Bank operations. The study
of operations evaluations by the External Review and Evaluation
Office raised serious questions concerning this limited access
of the Board to operations evaluation reports by noting that in
a 20-month period Board members had only received the two
management-produced sector summaries and those only on an infor-
mational basis.

We believe the limited access of the Board of Executive
Directors to operations evaluation reports is a major weakness
of the IDB operations evaluation system as performed by Bank man-
agement. The standards prepared by the Comptroller General for
consideration by the U.S. Executive Director defined independent
evaluation to be analytical examinations of all important opera-
tions, functions and procedures of the Bank. These standards
also suggested that evaluation reports should be made available
to all Executive Directors of the Bank. The effective discharge
of these responsibilities requires the prompt reporting of evalu-
ation findings and related recommendations to the Board.

Bank officials told us that management has historically
been protective of the sensitivities of borrowing members con-
cerning the use and impact of Bank-provided assistance. This
concern has led to the policy of limited access for the Board
to operations evaluation reports. One official believed that
the restricted access is due primarily to the concerns of
senior management that evaluations would not be frank assess-
ments by the Bank staff if they knew the results would eventually
reach borrowing-member countries vis-a-vis Board feedback. We
believe that the concerns of borrowing-member countries may be
overstated since the World Bank and ADB provide relatively
unhindered distribution of project evaluation reports to all
member governments. We further believe unlimited access of
donor governments to project reports will provide a better bal-
ance of interests for all parties concerned. The alternate U.S.
Executive Director agreed that Bank policy limiting access to
operations evaluation reports is questionable.

Need to improve effectiveness
of operations evaluation functions

Based on the study, the External Review and Evaluation
Office also recommended to the Board that to improve the effect-
iveness of operations evaluations, Bank management should
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--provide opportunities for greater and more
productive participation of borrowing-member
countries in the operations evaluation system,

--increase Bank assistance to interested borrowing
member countries for expansion of their ex-post
evaluation capacity,

--promote staff understanding of the operations
evaluation system as a means to improve staff

performance.

--improve departmental controls to ensure increased
staff followup and compliance with evaluation
report submission requirements,

~-upgrade the content of staff-produced reports
within the operations evaluation system, and

--build more staff access and senior management
review into the present system.

The study identified both strengths and weaknesses concerning
the role of Bank management and staff in operations evaluations.
It was concluded that within the senior management of the Bank and
the Controller's Office, participation in the operations evaluation
system has been significant and helpful in improving Bank activities.
However, the nature of Bank staff participation in the system was
noted to have been routine and pro-forma and weak in a number of
areas. The weaknesses in staff participation included inadequate
staff understanding, followup and compliance with the operations
evaluation system; insufficient content of staff-produced project
completion reports; and the limited usefulness of individual pro-
ject evaluations and summary reports by the Operations Evaluation
Office. The study concluded that due to failures by staff to sub-
mit and review project completion and ex-post project impact re-
ports, findings and recommendations could not be presented to
management on a broadly representative sample.

CONCLUSIONS AND RECOMMENDATIONS

IDB has made a commitment to strengthen and improve its ex-
ternal review and evaluation program. This commitment has con-
tinued since reorganization of the program in 1979 and by adoption
of new staffing procedures providing more organizational independ-
ence from Bank management. Program results, however, have been
quite limited since reorganization. Only two reports have been
authorized and completed and individual project assessments are
not part of program coverage.

Management has assumed responsibility for independent assess-
ments of project operations, but this independence has been com-
promised by the role of Bank staff and management in the system.
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The project evaluation function as performed by management also
has a stated objective of informing all member governments of
project results, but has fallen far short of this objective by
restricting access of the Board of Executive Directors to eval-
uation reports.

We believe the problems noted in the recent Bank study of
the operations evaluation system further justify a greater role
by the External Review and Evaluation Office in conducting
selected project reviews. We believe appropriate action on the
study recommendations would complement these selected reviews
and strengthen the overall effort to provide a stronger program
for evaluation of Bank projects. We also believe the participa-
tion of borrowing members in evaluations should be encouraged
as a means of reducing sensitivities concerning the purpose and
use of the evaluation function.

To achieve the purposes of independent evaluation and help
the Board of Executive Directors perform their responsibilities,
we recommend that the Secretary of the Treasury have the U.S.
Executive Director to IDB suggest that

--the external review and evaluation program include
evaluations of selected project results and

~-management revise its operations evaluation report
distribution policy to provide the Board of Execu-
tive Directors unlimited access to evaluation
reports.
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CHAPTER 3

WORLD BANK PROGRESSES BUT AREAS FOR

IMPROVEMENT REMAIN

The World Bank has actively supported development of an
independent evaluation system, and continues efforts to improve
it. The Bank has implemented many practices consistent with the
auditing and reporting standards submitted by the Comptroller
General, through the Secretary of the Treasury, to the U.S. Exec-
utive Director in 1974. Bank officials, although believing the
World Bank system generally follows the Comptroller General's
standards, also believe that most of our recommendations made
in 1978, pursuant to those standards, were generally inappro-
priate for the World Bank system. The Treasury Department
strongly supported many of our 1978 recommendations and agreed
that the evaluation system of the Bank should focus more sharply
on recommendations, followup procedures, and extending the scope
of review activities to include areas not evaluated.

Bank evaluation officials have not adopted all of our 1978
recommendations, but we believe it is important to note that the
U.S. representative to the Bank has supported efforts to improve
the evaluation process. This support has included participation
in activities of the Joint Audit Committee which has suggested
improvements in the scope and content of individual project audits
and the need to ensure continuing attention to special sectoral
and policy studies. Officials of the independent evaluation sys-
tem agreed with our 1978 report conclusion that greater emphasis
should be given to sector and policy reviews.

After reviewing the World Bank's independent evaluation sys-
tem, and analyzing the relevance of our recommendations in the
context of current Bank practices and procedures, we believe that
the World Bank has most of the elements essential for an effective
evaluation system, but that improvements in accordance with our
earlier recommendations would enhance the system. The most impor-
tant improvements the Bank should make include emphasizing recom-
mendations as the culmination of all reviews, as a matter of policy.
We believe such a policy would improve the overall scope and content
of the audit process and also strengthen the followup system for
assessing response to recommendations.

EVALUATION SYSTEM

The World Bank utilizes a two-tier evaluation system. The
first tier consists of self-evaluation by the relevant Bank
offices. The second tier consists of reviews of these self-
evaluations and the relevant bank experiences, by an independent
evaluation system, which also carries out special studies of
selected topics and issues.
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The Director-General and the
Operations Evaluation Department

Responsibility for the independent system lies with a
Director-General of Operations Evaluation who is assisted by an
Operations Evaluation Department. Although the independent sys-
tem has an administrative link to the Bank President, the Execu-
tive Directors appoint the Director-General for renewable 5-year
terms and only they can remove the incumbent from his position.
The Director-General cannot later become a regular staff member
of the Bank except in unusual circumstances. The Operations
Evaluation Department, in turn, is responsible to the Director-
General.

The Director-General is responsible for appraising the eval-
uation system and for reporting on its adequacy. He is also
responsible for conducting independent reviews, on a selective
basis, of operational programs and activities to determine if the
objectives are being realized and how the programs might be made
more effective, efficient, and responsive to the needs and concerns
of member governments..

The Operations Evaluation Department is the staff arm of
the Director-General, and has unrestricted access to the staff
and records of the World Bank. Its principal functions are

--to assist the Director-General in periodic assess-
ments of the adequacy and effectiveness of the
operations evaluation system;

--to carry out performance audits on all completed
projects and to conduct evaluation studies and
operational policy reviews on subjects which
the Director-General determines warrant examination,
with a view to identifying areas for improvement
in World Bank policies and procedures and their
application:;

--to help the World Bank encourage and assist member
countries to develop an operations evaluation
function;

--to assess actions taken by the World Bank in con-
nection with the findings of studies by the
Operations Evaluation Department, and report
thereon to the Executive Directors and the Bank
President; and

--to help disseminate evaluation findings regarding
World Bank operations, and the lessons emerging
therefrom, both within the Bank and to the wider
development community.
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The Joint Audit Committee

The Joint Audit Committee, comprised of 8 of the 20 Execu-
tive Directors, has a broad mandate to assess the adequacy and
efficiency of the World Bank's evaluation system. To fulfill
these responsibilities, the Committee

~--reviews with the Director-General his annual
reports before they are discussed by the full
Board of Executive Directors:

--recommends the draft annual work program and
budget of the independent evaluation system to
the Executive Directors;

--screens reports for policy issues or major oper-
ational problems which it recommends the Board

consider;

--reviews all special studies and a small represent-
ative sample of project performance audit reports
to assess the adequacy of their coverage, methodology,
and adherence to Bank standards; and

--reports annually on its conclusions and findings
concerning the evaluation system.

SCOPE AND METHODOLOGY OF
THE EVALUATION SYSTEM

The independent evaluation system provides audits for all
completed projects, and reviews various areas of Bank activities.
The independent evaluation staff conducts a performance audit on
every individual completed project. Bank staff evaluate completed
projects through preparation of a project completion report norm-
ally within 6 months after final disbursement of loan funds or IDA
credits. The independent evaluation staff then reviews the project
completion report for comprehensiveness, internal consistency, and
objectivity. To perform this latter review, the independent evalua-
tion staff, in all cases, examines relevant Bank documents and dis-
cusses the project with Bank staff. The resulting audit report con-
sists of both the audit memorandum resulting from the review, and
the project completion report itself. Borrower comments are
requested and included when possible.

Audits of individual projects may be based on an abbreviated,
intermediate, or full review. An abbreviated review is comprised
of an examination of relevant Bank documents and discussions with
Bank staff. Use of an abbreviated procedure is normally linked
to an acceptable economic return, no significant time or cost
overruns, and a satisfactory project completion report for the
project. Projects undergo a more thorough review depending on
the decisions of the evaluation staff regarding the importance
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of the project experience, the lessons for Bank operations, and
the issues raised. In addition to reviewing Bank documents and
talking with Bank staff, a full review almost always includes

a full field visit to the borrowing country to discuss the
project experience and to obtain the views of borrower govern=-
ments and their implementing agencies. Evaluation staff deter-
mine the actual content of an intermediate review, which falls
somewhere between the abbreviated process and a full review.
Projects may also occasionally be selected for more thorough
review for purposes of gquality control.

In the Bank's fiscal year 1980 (July 1 through June 30),
26 percent of the audits used abbreviated procedures, 27 percent
used intermediate, and the remaining 47 percent used full review
procedures. In addition to audits of individual projects, the
evaluation staff prepares several kinds of reports and special
studies, including

--evaluations which examine the impact of groups of
projects and their implications for Bank policies,
practices and procedures;

--evaluations which focus on a single project to
assess its impact several years after completion;

--operational policy reviews which look at the actual
application of Bank policies and procedures governing
the management and administration of lending and tech-
nical assistance programs:;

--annual reports on individual project performance
audits which bring together for summary review
many of the findings of individual project audits
conducted during the preceding calendar year:;

--annual reports on operations evaluations; and

--a concordance which is a reference work to help
users find individual audit reports which have
dealt with relevant aspects of Bank operations.

During the Bank fiscal years of 1978, 1979, and 1980, the
evaluation staff audited 124, 91, and 109 individual projects,

respectively. During those same years a total of 17 reports
or special studies were issued, along with a concordance which
was updated periodically.

Scope of coverage

In 1978 we recommended that the 1ndependent evaluation
system utilize a time-phased plan for the review of all major
Bank activities and operations in order to provide the most
effective scope of coverage. The independent evaluation system
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had not evaluated the effectiveness of all significant Bank
activities. One of the more important of these activities
included the effectiveness of ongoing projects.

Bank officials still have not utilized a time-phased plan
because they believe its application is inappropriate at the
World Bank. The Director-General of the independent evalua-
tion system believes the coverage of independent reviews should
focus on the interests expressed by the Board of Executive
Directors and whether the independent evaluation system has
responded to those interests. He added that the Board does not
want the independent evaluation system to duplicate, without
cause, evaluation work done elsewhere in the Bank. Officials
believe that activities not subjected to independent evalua-
tion have been adequately scrutinized by the Bank's internal
auditing department, its organization planning department, and,
in some instances, outside consultants. Officials informed
us that the Joint Audit Committee reviews the annual work pro-
gram for the independent evaluation system and the internal
audit department.

To prevent unnecessary duplication within the Bank, the
independent evaluation system coordinates its coverage with
that of other evaluations conducted by Bank management. Bank
management views the roles of the independent evaluation sys-
tem and the interal auditing department as complementary.

The independent evaluation system does not generally examine
those operations evaluated by the internal auditing department.
The internal auditing department is responsible for evaluating
all management functions, procedures, and systems. The depart-
ment has prepared a master work program of all Bank operations
which it must evaluate, and reviews each of those operations

at least once in a 3~-year period. The auditing department
directs its reports to the director(s) of the department(s)
affected and does not distribute them to either the Joint Audit
Committee or Board of Executive Directors.

We are concerned that examination of major activities with-
in the structure of Bank management does not meet the require-
ments of independent evaluation, particularly that of advising
member governments of the examination results. In contrast to
evaluations conducted by management, a primary responsibility of
the independent evaluation system is to regularly and systemat-
ically keep member governments apprised of the extent to which
Bank activities and operations meet Bank goals and policies.

The independent system can fulfill this role only for those
activities which it reviews. We believe the independent evalua-
tion system should, therefore, review all major Bank activities
and operations.

The standards and procedures adopted for operations evalua-
tion state that the Director-General is not concerned with the
functions of the internal auditing department. We disagree with
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this view because internal auditing is a major function of Bank
management and should not be exempt from the scrutiny of the
independent evaluation system.

Our review showed that there clearly is interest within the
Bank in having the evaluation system broaden the scope of its
evaluation activities. The Executive Directors, to whom the
Board has delegated its authority, have consistently expressed
interest in independent evaluation of areas not yet independ-
ently reviewed.

Ongoing projects

Although evaluation of ongoing projects is included in
special studies, review of ongoing projects, in and of themselves,
is not systematically part of the independent evaluation program.
In 1979, the U.S. Senate Committee on Governmental Affairs ques-
tioned the effectiveness of multilateral bank evaluations that do
not deal with the kinds of projects under current consideration.
Unless ongoing projects are evaluated, several years will probably
pass before the Bank can learn from its current experiences or
from Bank activities in a new lending area.

In a 1980 report reviewing supervision within the Bank, the
independent evaluation system reported that many staff believed
that feedback and lessons learned on current projects, other than
experience personal to the staff immediately involved, are not
used in the design of subsequent projects. Others believed that
feedback from supervision experience only occasionally influences
project design. The report noted that Bank operations are work-
ing to improve feedback from supervision. We believe reviews of
selected ongoing projects by the independent evaluation staff,
and the subsequent reports, could provide useful vehicles for
timely and broad dissemination of Bank experience.

Further, evaluation may occur, according to Bank officials,
as many as 5 or 6 years after a loan has been granted; during
that time, however, other loans in that same lending area may
be granted. 1In August 1978, in the Fourth Annual Review of
Project Performance Audit Results, the Bank reported that four
of the newest areas of Bank activity had not been reviewed by
the independent evaluation system. .In one of these areas--
rural development-~the Bank reported in February 1978 that
major Bank involvement had begun some 4 years earlier. 1In
1979, the Bank reported that three of those same four areas
remained unreviewed. 1In 1980, although the Bank could report
that all but one area had been reviewed, projects in the un-
reviewed area had been underway for some time.

STAFF RECRUITMENT AND TRAINING

In 1978, we expressed concern about the potential loss of
independence when staff for the independent evaluation system
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are both recruited from inside the Bank and subsequently re-
assigned to Bank operations. We also recommended that the
independent evaluation system provide its staff with specific
guidance on audit techniques to ensure consistent, efficient,
and effective reviews. Staffing policies remain basically

the same as noted in our 1978 report. Information acquired
during this review further suggests that the independent eval-
uation system needs to revise these policies to minimize con-
cerns about the appearance of staff independence.

Officials within the independent evaluation system have
maintained their preference for recruiting staff from existing
Bank personnel. They believe the staffing requirements of the
system are too small to provide long-term career opportunities
and, hence, it is more beneficial to the system to be able to
draw experienced staff from inside the Bank as part of their
career development. One official noted especially that the
sector and institutional knowledge of Bank personnel was a
strong argument in favor of hiring from inside the Bank. Bank
evaluation officials also supported staff-reassignment policies
in the belief that experience gained in evaluations contributes
to performance in operations.

The Director-General does not believe that this staffing
policy compromises the independence of the independent evalua-
tion system. He believed that staff do not carry previous
biases into their evaluation work since their analyses and con-
clusions must be supported by evidence in order to be sustained.
Bank officials also believed that conflicts of interest are
avoided by relying on staff to disqualify themselves from evalu-
ating projects they worked on prior to joining the independent
evaluation system.

Although these arguments were presented in support of the
current staffing policy, we noted that problems and concerns
with staff independence, recruitment, and reassignment have
arisen within the Bank at various times since our 1978 review.
Some officials have expressed concern over the appearance of
lessened objectivity because of the rotation policy. Further,
the 1979 Annual Report on Operations Evaluation noted that
concerns have been raised within the Bank about the difficulties
evaluation staff would have returning to areas of Bank operations
which they may have criticized. The issue of staff rotation back
into Bank operations arose at that time apparently because some
staff were beginning to finish their assignments with the inde-
pendent evaluation system. Bank administration responded to
these concerns by noting that rotation was a problem throughout
the Bank, but that the independent evaluation system had partic-
ular problems both recruiting and reassigning Bank personnel
because (1) personnel found line assignments in Bank operational
divisions more attractive and (2) Bank managers preferred
staff who they believed could work immediately on agreed
work programs.
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We believe the policy of recruiting evaluation staff from
existing Bank operations personnel and reassigning them to Bank
operations leads to questions concerning the 1ndependence of
the World Bank evaluation system. Our concern is heightened
by the fact that staff receive no formal training in basic audit
techniques to help demonstrate to them the difference in the
work of the independent evaluation system when compared to Bank
operations work.

We are in no way questioning the personal integrity or pro-
fessionalism of the independent evaluation system staff. We
do believe, however, that a better mix of personnel hired from
outside and inside the Bank would provide a system more organi-
zationally independent of management. Such a mix, combined with
formal training in auditing techniques for independent evaluation
would enhance the individual and collective contribution of staff.
An overall staffing plan describing the professional backgrounds
needed to conduct the studies planned by the independent evalua-
tion system could help in deciding which needs are best filled
from inside and outside the Bank.

RECOMMENDATIONS SHOULD BE
THE CULMINATION OF REVIEWS

In our 1978 report, we recommended that the U.S. Executive
Director suggest that the Executive Directors of the World Bank
require reports of the independent evaluation system to contain
recommendations when appropriate. The Treasury Department
strongly agreed with this recommendation stating

"* * * the Bank's evaluation system should be more
sharply focused on producing specific recommendations
for improving the Bank's capacity and procedures for
applying the lessons learned from the whole evaluation
process * * * With such recommendations in hand, the
Bank would be in a much better position to institute
followup procedures * * * This is a deficiency in
present practices.”

Our recommendation was based on Comptroller General audit-
ing and reporting standards which suggest that audits should
include recommendations for improvements. The World Bank
independent evaluation system has not adopted this practice in
reporting on audits of individual projects, which represent
nearly one-half of staff time. We believe that in addition to
meeting generally accepted auditing and reporting standards,
officials responsible for independent evaluation systems must
bear in mind their responsibility for informing member govern-
ments of actions which should be taken to improve Bank programs
and those actions which have been taken.
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Recommendations would enhance the
usefulness of individual project audits

The independent evaluation system has responsibility for
directing the Bank toward needed changes. A principal function
of the system is to conduct individual project audits and special
studies, including operational policy reviews, with a view to
identifying areas for improvement in Bank policies and procedures.
The inclusion of recommendations in reports appears to be a
standard part only of the operational policy reviews. Annual re-
views of individual project audits include broad summary findings
but no clearly designated recommendations. Individual project
audits also do not normally include recommendations. Audits
of individul projects are a significant proportion of the
independent evaluation system's work. In the Bank fiscal year
1978, 56.5 percent of staff resources, including consultant
years, was devoted to audits of individual projects. In fiscal
year 1979, that figure was 34.3 percent. The estimated propor-
tions for fiscal years 1980 and 1981 are 47 and 50.7 percent,

respectively.

The Director-General of Operations Evaluation acknowledged
that recommendations are not normally included in audits of
individual projects. Officials in the independent evaluation
system and in Bank opera